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PricewaterhouseCoopers LLP
1901 6th Ave. North

Suite 1600

Birmingham AL 35203
Telephone (205) 252 8400
Facsimile (205) 252 7776

Report of Independent Auditors

To the Board of Directors
Colonial Brokerage, Inc.

In our opinion, the accompanying statement of financia! condition and the related statements of
operations, stockholder's equity, and cash flows present fairly, in all material respects, the financial
position of Colonial Brokerage, Inc. {the Company) at December 31, 2007 and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit of these statements in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules |, Il and Ill is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

Veiswidd sutoapon LLP

February 27, 2008



Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.}

Statement of Financial Condition
December 31, 2007

Assets
Cash and cash equivalents
Commissions receivable from clearing broker

Total assets

Liabilities and Stockholder's Equity
Due to parent

Total liabilities
Commitments and contingencies (Note 7)
Stockholder's equity
Common stock, $.01 par value; 1,000 shares
authorized, issued and outstanding
Additional paid-in capital
Accumulated deficit
Total stockholder's equity
Total liabilities and stockholder's equity

The accompanying notes are an integral part of these financial statements

2

$ 2,303,202
697,904

$ 3,001,105

$ 1,131,985
1,131,985

10
2,679,990

{810,879)
1,869,121

$ 3001106



Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)

Statement of Operations
Year Ended December 31, 2007

Revenues
Commissions
Interest income
Total revenues

Expenses

Sales commissions

Salaries and employee benefits
Clearing fees

General and administrative
Communications

Travel and business development

Qccupancy
Professional fees
Management fees

Total expenses
Income before income tax provision
Provision for income taxes

Net income

The accompanying notes are an integrai part of these financial statements

3

R

$

8,749,029
39,828

9,789,757

2,863,348
2,801,214
169,629
770,737
82,082
604,698
556,304
954,343

247,602
9,049,937

739,820

267,075
472,745



Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)
Statement of Stockholder’s Equity

Year Ended December 31, 2007

Additional Total
Common Paid-In Accumulated Stockholder's

Stock Capital Deficit Equity
Balances, December 31, 2006 $ 10 $ 2679990 $ (1,283624) % 1,396,376
Net income 472,745 472,745
Balances, December 31, 2007 $ 10 $ 2,679,990 3 (810,879) $ 1,869,121

The accompanying notes are an integral part of these financial statements
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Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)
Statement of Cash Flows

Year Ended December 31, 2007

Cash flows from operating activities
Net income $ 472,745
Adjustments to reconcile net income to net cash provided by
operating activities
Increase in operating assets

Change in commissions receivable from clearing broker (10,528)
Increase in operating liabilities
Change in due to parent 753,658
Net cash provided by aperating activities 1,215,875
Cash flows from financing activities
Cash overdraft 953
Net cash used in financing activities 953
Net increase in cash and cash equivalents 1,214,922
Cash and cash equivalents
Beginning of year 1,088,280
End of year $ 2,303,202

The accompanying notes are an integral part of these financial statements
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Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)
Notes to Financial Statements

December 31, 2007

1. Organization and Nature of Business

Colonial Brokerage, Inc. {the "Company") is incorporated under the laws of the state of Delaware
and is a Member of the Financial Industry Regulatory Authority ("FINRA"}. The Company’s
operalions consist of brokerage services whereby it acts as agent or riskless principal {on a "fully
disclosed basis™) for securities transactions placed by customers of the Company. The Company is a
wholly owned subsidiary of The Colonial BancGroup, Inc. {"BancGroup™). The Company's customers
may or may not be customers of the other subsidiaries directly or indirectly owned by BancGroup.

The Company has a clearing agreement with a broker-dealer who is authorized to carry customer
accounts. The clearing broker clears transactions for the Company's customers and carries the
accounts of those customers on a fully disclosed basis. The Company is not authorized to carry
customers’ accounts and does not hold customers’ funds or securities in connection with such
transactions.

2. Significant Accounting Policies

Basis of Presentation

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from these estimates.

Cash Equivalents
The Company considers all instruments purchased with an criginal maturity of three months or less
to be cash equivalents.

Commissions
Commissions are recorded as revenue on a trade date basis in accordance with the contractual
agreement with the clearing broker.

Sales Commissions
Sales commissions from transactions with the clearing broker are recorded as expense on a trade
date basis.

3. Receivable from Broker

Commissions receivable from clearing broker of $697,904 primarily represent amounts due for
commissions earned on customer transactions, net of clearance and service contract costs. These
amounts arise through normal business operations and are current in nature.

The Company has entered into an agreement with a third party broker-dealer whereby the broker
acts as the Company's clearing broker. The clearing broker executes the Company’s customer
transactions, extends margin credit to the Company’s customers secured by the customers’
securities, clears transactions and acts as custodian. The Company earns commissions as an
introducing broker for the transactions of the customers. The clearing broker pays the Company a
fee earned on customer margin balances, and charges the Company for brokerage, clearance,
exchange fees and other service contract costs. The Company uses the clearing broker's systems to
support daily operations.




Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)
Notes to Financial Statements

December 31, 2007

4, Related Parties

Sales commissions paid to employees of BancGroup totaled $2,863,348 for the year ended
December 31, 2007.

Colonial Bank, N.A. {Colonial Bank) provides certain services based upon the Master Services
| Agreement with the Company. These services are reimbursed by the Company to Colonial Bank.
' The Company paid management fees of $247,602 to Colonial Bank during 2007. These fees were
i for administrative services provided to the Company by Colonial Bank.

The due to parent presented in the financials contains monthly operating expenses paid by Colonial
Bank on behalf of the Company, which are routinely reimbursed by the Company.

For the Company's cash and cash equivalents balance of $2,303,202, approximately $1,438,000 of
this amount is held at Colonial Bank.

The Company's employees participate in employee benefits sponsored by BancGroup and the
Company is allocated benefit expenses related to these employees.

5. Income Taxes

The Company files a consolidated federal income tax return with BancGroup and certain affiliates,
and accounts for income taxes using the asset and liability method in accordance with Statement of
Financial Accounting Standards No. 109 ("SFAS 109"}, Accounting for Income Taxes. Under a tax
allocation arrangement, BancGroup allocates current and deferred taxes by applying SFAS 109to
each member of the group as if it were a separate taxpayer and reimburses each member for use of
losses in a consolidated return. Income tax expense was allocated by BancGroup to the Company
for 2007 at an effective rate of 36.1%, due to permanent differences from non-deductible expenses.
There were no temporary differences at the statement of financial condition date other than state tax
NOL carryforwards which have been offset by a full valuation allowance therefore there are no net
deferred tax assets or liabilities on the statement of financial condition.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board {(FASE)
Interpretation (FIN) 48, Accounting for Uncertainty in Income Taxes, which establishes a two-step
process for recognizing and measuring tax benefits. FIN 48 applies to all tax positions within the
scope of Statement of Financial Accounting Standards (SFAS 109), Accounting for Income Taxes .
Under FIN 48, tax benefits can only be recognized in the Company’s financial statements if it is more
likely than not that the benefits would be sustained after full review by the relevant taxing authority.
Brokerage recognized no cumulative effect adjustment as a result of adoption, and has no reserve
for uncertain tax positions as of the statement of financial condition date.

6. Regulatory Requirements

The Company is subject to the Securities and Exchange Commission’s ("SEC") Uniform Net Capital
Rule 15¢3-1, which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31,
2007, the Company had computed net capital of $1,116,276, which was $866,276 in excess of its
required net capital of $250,000. At December 31, 2007, the Company's aggregate indebtedness to
net capital ratio was .97 to 1.




Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.}
Notes to Financial Statements

December 31, 2007

The Company has claimed exemption from the provisions of SEC Rule 15¢3-3 under paragraph

(k)2)(i}.
7. Commitments and Contingencies

The Company, in its capacity as a broker-dealer, is subject to litigation and various claims, as well as
examination by regulatory agencies. On the basis of information furnished by legal counsel and
others, management believes no matters are pending that will have a material adverse effect on the
financial position or results of operations of the Company.

The Company clears its securities transactions through a clearing broker on a fully disclosed basis.
Pursuant to the terms of the agreement between the Company and the clearing broker, the clearing
broker has the right to charge the Company for losses that result from a counterparty's failure to fulfil
its contractual obligations.

As the right to charge the Company has no maximum amount and applies to all trades executed
through the clearing broker, the Company believes there is no maximum amount assignable to this
right. At December 31, 2007, the Company has recorded no liabilities with regard to the right. During
2007, payments made to the clearing broker related to these guarantees were not significant. The
clearing broker monitors margin levels on a daily basis for compliance with regulatory guidelines.

In addition, the Company has the right to pursue collection or performance from the counterparties
who do not perform under their contractual obligations.

Concentration of Credit Risk

The Company is engaged in various brokerage activities in which counterparties may include broker-
dealers, insurance companies, and other financial institutions. In the event counterparties do not
fulfill their obligations, the Company may be exposed to risk with respect to its commissions
receivable from broker. The risk of default depends on the creditworthiness of the counterparty. It is
the Company's policy to review, as necessary, the credit standing of each counterparty.

8. Liabilities Subordinated to Claims of General Creditors

The Company had no borrowings under subordination agreements at December 31, 2007.
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Colonial Brokerage, Inc.

{(Wholly owned subsidiary of The Colonial BancGroup, Inc.)
Computation of Net Capital Under Rule 15¢3-1 of the Securities
and Exchange Commission

December 31, 2007 Schedule |
Net Capital
Total stockhelder's equity $ 1,869,121
Deductions and/or charges
Nonallowable assets (752,845)
Net capital $ 1,116,276

Aggregate Indebtedness

Items included in balance sheet $ 1,087,282
Total aggregate indebtedness $ 1,087,282

Computation of Basic Net Capital Requirement

Minimum net capital required $ 250,000
Excess net capital $ 866,276
Ratio: Aggregate indebtedness to net capital .97

The minimum net capital required is the larger of the regulatory limit based upon nature of operations or
6-2/3% of aggregate indebtedness.

Nonallowable assets consist of cash held in Colonial Bank accounts above average monthly expenses and
the required 2% haircut on money market accounts.

There were no differences between this computation of net capital and the corresponding computation
prepared by Colonial Brokerage, Inc. and included in its unaudited, amended Part Il Focus Report filing,
filed on February 26, 2008,



Colonial Brokerage, Inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)

Computation for Determination of the Reserve Requirements

Under Securities and Exchange Commission Rule 15¢3-3

December 31, 2007 Schedule Il

EXEMPTION UNDER SECTION (k)(2)(ii) HAS BEEN CLAIMED

The Company claims an exemption from Rule 15¢3-3 under exemptive provision (k)(2)(ii) of that Rule. The
Company, as an introducing broker, clears all transactions with and for customers on a fully-disclosed basis
and promptly transmits all customer funds and securities to the clearing broker which carries all the
accounts of such customers and maintains and preserves such books and records pertaining thereto
pursuant to the requirements of Rules 17a-3 and 17a-4, as are customarily made and kept by a clearing
broker or dealer.

The Company has complied with the above exemptive provisions of SEC Rule 15¢3-3.
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Colonial Brokerage, inc.

(Wholly owned subsidiary of The Colonial BancGroup, Inc.)

Information Relating to Possession or Control Requirements

Under Securities and Exchange Commission Rule 15¢3-3

December 31, 2007 Schedule Il

EXEMPTION UNDER SECTION (k)(2)(ii) HAS BEEN CLAIMED

The Company claims an exemption from Rule 15¢3-3 under exemptive provision (k){2)(ii) of that Rule. The
Company, as an introducing broker, clears all transactions with and for customers on a fully-disclosed basis
and promptly transmits all customer funds and securities to the clearing broker which carries all the
accounts of such customers and maintains and preserves such books and records pertaining thereto
pursuant to the requirements of Rules 17a-3 and 17a-4, as are customarily made and kept by a clearing
broker or dealer.

11




PRICEWATERHOUSE(COPERS

PricewiterhouseCoopers LLP
1901 61h Ave. North

Suite 1600

Birmingham AL 35203
Telephone (205) 252 8400
Facsimile (205) 252 7776

Report of Independent Auditors on Internal Control Required
by SEC Rule 17a-5

To the Board of Directors
Colonial Brokerage, Inc.
Montgomery, Alabama

In planning and performing our audit of the financial statements of Colonial Brokerage, Inc. (the
"Company") as of and for the year ended December 31, 2007, in accordance with auditing standards
generally accepted in the United States of America, we considered the Company's internal control over
financial reporting (internal control) as a basis for designing our auditing procedures, for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Company's internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we have
made a study of the practices and procedures followed by the Company, including consideration of
control activities for safeguarding securities, This study included tests of compliance with such practices
and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in the following:

1. The periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11); and

2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13; and

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fuffilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safequarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

12
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Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that controls may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned function, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is more
than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequentia! will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control.

Our consideration of internal control was for the limited purpose described in the first, second, and third
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for safeguarding
securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2007 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934
in their regulation of registered brokers and dealers, and is not intended to be and should not be used by
anyone other than these specified parties.

?mdnbwcmm L

February 27, 2008

END
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